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WAR FINANCE IN 1940 AND 1941 


1. The White Paper! gives a number of data which enable us to 
analyse in detail the sources of war finance in 1940 and 1941. This 
analysis is presented in Table I. The first three major items are current 
“ surpluses’ : excess of personal incomes (after deduction of employees’ 
contributions to social insurance) over personal consumption, business 
income (after deduction of contributions to insurance funds) undis- 
tributed to persons, and surplus of public funds. The first and second 
items are divided into direct tax payments to the Central Government,? 
and savings ;3 the third—into the surplus of extra budgetary funds 
(Unemployment Insurance Fund, war risk insurance funds etc.) and that 
of Local Authorities. After this there follows Central Government 
indirect tax revenue and miscellaneous income of the Central Govern- 
ment (income from public property, trading etc.) Next come various 
types of disinvestment, the proceeds of which are lent to the Govern- 
ment. Disinvestment at home except war damage means the excess of 
the depreciation of privately owned fixed capital over privately financed 
new investment in fixed capital, sales of fixed capital assets to public 
authorities, depletion in private stocks except that caused by war dam- 
age. The disinvestment in fixed capital and stocks due to war damage is 
covered by ‘ compensation for war damage.’ Just as ‘ home disinvest- 
ment except war damage,’ these payments provide the public with 
means to absorb Government loans.4 (In so far as war damage is not 
compensated it does not, of course, come into the picture here.) Private 
disinvestment abroad results in similar transactions to disinvestment at 
homie. The proceeds of sales of foreign privately owned assets supply 
the owners with funds which enable them to buy Government loans. 

1 Cmd. 6347. 

4 Income tax, surtax, contributions under War Damage Act, and E.P.T. 

3 3efore paying death duties and stamps on the transfer of property. 

4 \\Var losses made good are accounted for in the item ‘ home disinvestment 
except war damage’ because they increase pro tanto the new investment in fixed 
capital or stocks. 
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Finally Government disinvestment abroad consists of the loss of gold 
and foreign balances by the Exchange Equalisation Fund, which absorbs 
to the same extent Government securities, and foreign loans to the 
Government (Reconstruction Finance Corporation Loan). The sum of 
all the items mentioned above gives the Central Government revenue 
and borrowing, which must be equal to Central Government expenditure. 
This is divided in the second part of the table into (1) expenditure on 
goods, services, and compensation for war damage, (2) transfers (interest 
on National Debt, pensions, doles etc.), and (3) subsidies. 
TABLE I 
Revenue and Borrowing of the Central Government 
£ million 

1938 1940 1941 

Direct tax payments to the Central Govern- 


ment out of personal incomes see 320 472 680 
Personal Savings! ... bye a “8 233 640 909 
Excess of personal incomes? over personal con- 

sumption ... wae Pre oe eat 59S" FAIZ 1589 
Direct taxes paid by enterprises... A 70 I51 373 
Undistributed profits... A. uit - rs 268 213 
Business income undistributed to persons ... 2488 419 586 
Surplus of extra budgetary funds* ae 21 140 134 
Surplus of local authorities £4: ie 4 36 54 
Surplus of public funds* <° ft oes 25 176 188 
Central Government indirect taxes ore 382 516 “919 
Miscellaneous income of the Central Government 23 29 41 


Indirect taxes and miscellaneous Government 


income... nl — a ort 405 545 760 
Compensation for war damage “on dd — 36 249 
Disinvestment at home except of war damage —2715 286 493 
Total home disinvestment... we wee 2775 322 742 
Prue and Government disinvestment abroad 55 759 798 


Central Government revenue and borrowing 1,015 3,333 4,663 


1 < : 

aie ap pared ee eg 
Pee ie eae aan Gaston ct aa dts 
War Damage Act. s and payments under the 
White Paper igus fue) i inventories and therefore £135 million more than the 
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Expenditure of the Central Government 
£ million 
1938 1940 1941 
Central Government expenditure on goods, 
services, and compensation for war 


damage ... Fe ae 4 vies 658 2,891 4,099 
Transfers a aa on e Yes 342 372 425 
Subsidies ae. me Fe ei us, 15 70 139 
Central Government Expenditure ... 20 L015. 33333 4,663 


The Lease and Lend supplies are excluded from Government expendi- 
ture: the supplies under Government contracts are not shown in the 
expenditure of the ordering departments and the ‘ civilian’ supplies of 
food and raw materials are subtracted from the expenditure of the 
Ministry of Food and the Board of Trade. If imports from the U.S.A. 
were the same but Lease and Lend aid were not in existence, the Govern- 
ment expenditure would be higher by the total amount of this aid, and 
foreign disinvestment would also be higher by exactly the same amount. 


2. It issometimes disputed that savings or proceeds of disinvestment 
are always lent to the Government. It is implied that they may be 
hoarded. It must be remembered, however, that any hoarding is a 
form of lending. Notes, for instance, are nothing else but deposits in 
the Bank of England and their counterpart are the Government securities 
in its portfolio. Thus there must always be an equality between the 
Central Government expenditure and the above sources of Government 
finance. (Indeed, the item ‘ disinvestment at home except war damage ’ 
has been calculated in the White Paper as a residual to balance both 
sides of the account.). Any increase in Government expenditure not 
covered by taxation therefore causes automatically an increase either 
in savings or in disinvestment. This sometimes seems paradoxical, 
because the direct rise in income caused by Government expenditure 
is to a great extent spent on consumption. But it must be taken into 
consideration that whatever the rise in consumption it always increases 
incomes in the consumption goods sector pro tanto or causes additional 
disinvestment. Thus the sum of excess of incomes over consumption 
plus disinvestment always remains unaffected by the rise in consumption. 

It is therefore useless to look to the above table for any indication of 
an ‘inflationary gap.’ The only significant item in this respect is home 
disinvestment, and here only that part of it which relates to the reduc- 
tion of stocks, because it then indicates the divergency between the 
demand for and supply of goods in question. The White Paper does 
not contain any indication as to how large this part of home disinvest- 
ment is. It is likely, however, that the strong rise in disinvestment 
from 1940 to 1941 was to a great extent due to this factor. The 
existence or non-existence of price inflation which arises because the 
demand for consumers’ goods at existing prices is higher than their 
supply cannot, however, be traced in the table at all. True, one of the 
symptoms of such inflation should be a considerable rise in undistributed 
profits, and these, as follows from the table, were lower in 1941 than in 
1940. But it is easy to see that what should really come under con- 
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sideration here are not undistributed profits sensu stricto but undis- 
tributed profits plus tax payments by enterprises: if price inflation 
causes an increase in profits of enterprises the situation is no less ‘in- 
flationary ’ if the profits, instead of being owned by enterprises and lent 
to the Government, are paid to the Government in the form of Excess 
Profits Tax. And the combined item which we call ‘ business income 
undistributed to persons’ increases considerably throughout the period. 
But neither can this give us any indication whether the situation was or 
was not inflationary. On the one hand the rise in ‘ undistributed 
business incomes’ was due to a great extent to the expansion of war 
output, and thus we do not know by how much the undistributed in- 
comes in the consumption good sector have risen. On the other hand 
these profits might have been earned on a reduced turnover. 
What one can, however, see from the table is the enormous rise in 
personal savings. If these were lower undistributed business income 
would be, with the same Government expenditure, taxation and disin- 
vestment, accordingly higher, and to that there would correspond a 
more inflationary situation. 

3. Since the rise in personal savings is of such great importance, we 
shall analyse it in more detail. In Table II it is shown how personal 
savings have arisen out of personal incomes, direct tax payments and 
personal consumption. 


TABLE II. 
Personal Incomes, Tax Payments, Consumption and Savings 
£ million 

1938 1940 1941 

Personal incomes? _... a --» 4,504 5,536 6,139 

Less Direct tax payments by persons® ... 320 472 680 
Personal incomes net of tax 6 4,274:005, 06446 5456 

Less Personal consumption wes -» 4,041 4,424 4,550 


Personal savings before paying death 

duties etc. afi Sale aft 233 640 909 

To clarify the position fully, however, it is necessary to have at least 

a vague idea of how real personal incomes and real personal consumption 

changed. For this purpose we deflated the figures of 1940 and 1941 by 

the Ministry of Labour cost of living index related to 1938 as a base, i.e. 
we expressed them in 1938 prices : 


TABLE III 
Real Personal Net Incomes and Consumption 

AS 1938 1940 1941 

Cost of living, 1938= 100 < : 100 118 128 
Real personal incomes net of tax, {m. ... 4,274 4,280 4,260 
Real personal consumption, {m._ ... 4,04I 3,750 3,550 
Reduction of real personal consumption as 
compared with 1938, {m. nee sz fe) 291 491 


1 Except in the case when the shift from personal savings to undistributed profits 
would be due to enterprises distributing less dividends without affecting thereby 
consumption of dividend receivers. 

* After deduction of employees’ contributions to social insurance. 

* Except employees’ contribution to social insurance. 
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We see that real personal incomes are more or less stable. Thus if 
it were not for the “war-time saving effort’ real consumption could 
have been expected in 1940 and 1941 to have remained at the level of 
1938. It follows that difference between the real consumption in 1938 
and that in the war years measures this effort (see Tables III and IV). 
By multiplying these figures by the respective cost of living indices we 
obtain the money value of the “ war-time saving effort ’: 


TABLE IV 
War-time ‘ Saving Effort’ 


(in round figures {million) 


1940 1941 
War-time “ saving effort ’ in 1938 prices KAS 300 500 
In current prices a. ai A 350 650 
In % of current consumption sas a. ot 8 14 


It may be seen immediately that the war ‘ saving effort’ has been 
very considerable. In 1940 it was probably due partly to rationing and 
shortage of some types of goods but in addition to a variety of other 
factors. However, the strong rise from 1940 to 1941 (by about 70%) 
is probably almost entirely accounted for by the extension of rationing 
and by accute shortage of goods which made it difficult for many people 
to spend their income even if they wished to.!_ It is these factors which 
were decisive in the strong rise of personal savings given in Table II ; 
if we compare these figures with the war-time ‘ saving effort ’ in current 
prices as given in Table IV we see that the increases in personal savings 
over 1938 are to a great part covered by the war-time ‘ saving effort.’ 
The war-time ‘ saving effort’ as a percentage of consumption given at 
the bottom of Table IV shows by how much expenditure would have 
increased without this effort. 


4. It is interesting to compare the rise in personal savings with the 
result of the saving campaigns as shown by the amount of so-called 
small savings. This comparison is made in Table V. To small savings 
(increase in Savings Bank deposits, National Certificates and 3% 
Defence Bonds) we add the increase in the note and coin circulation 
outside banks, because these additional coins and notes are most 
probably to a great extent in the hands of ‘ small men.’ 


TABLE V. 
‘ Small Savings’ and Personal Savings 
£ million 
1938 1940 1941 
Increase in Savings Bank deposits, National 
Certificates and 3% Defence Bonds _... 4 407 601 
Increase in note and coin circulation re 0) 70 140 


“Small Savings ’ sng Sa PrN iat 4 537 741 
Personal Savings after paying death duties etc. 143 555 815 


1 Inasense this curtailment of consumption as a result of haphazard distribution 
may be also called swi generis inflation. 
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One can see at a glance that the increase in “ small savings ’ in 1940 
and 1941 as compared with 1938 is larger than in all personal savings 
although the latter are due by no means only to small savers. This 
shows unmistakably that a great part of small savings is due to transfers 
from other assets and to savings of rather large savers. Thus to attri- 
bute so-called small savings chiefly to the current savings of small savers 
is most probably incorrect. 

M. KALECKI. 


THE BURDEN OF THE WAR 


1. In this article, we shall attempt to estimate, on the basis of the 
figures given in the recent White Paper on War Finance (Cmd. 6347), 
the changes in real income of wage earners and non-wage earners 
between 1938 and 1941. We shall then be able to indicate the relative 
burden of the war on each of these classes. The method used will be 
described rather briefly ; for fuller details the reader is referred to an 
earlier article, dealing with the period up to 1940!. The figures shown 
below differ from those given previously because, in the new White 
Paper, various items have been revised and the classification has been 
changed. 


2. We may first compare the estimates of the total income tax 
payable by wage-earners, given in previous numbers of the BULLETIN,? 
with the figures given in the White Paper on The Taxation of Weekly 
Wage Earners. The figures cannot be directly compared because the 
estimates we gave referred to income tax liabilities during calendar 
years, whereas the official figures cover financial years and evidently 
relate to actual payments during the period, based on earnings in a 
previous period, not to liabilities on current income. In the White 
Paper to which we are referring, it is stated that the amount of income 
tax payable by wage earners‘ increased from {m.2} two years ago, to 
£m.30 in 1940—41 and {m.125in 1941—42.’ Wecanestimate, approxi- 
mately, the corresponding figures which would be obtained according 
to the method we used previously. In this way a rather higher figure is 
obtained for 1939—40 and estimates which are about 10% less than the 
official figures for the two later years. Since the method could only be 
expected to yield very rough results, this indicates a fairly close agree- 
ment. The earlier estimates of the total income tax liabilities of wage 
earners may accordingly be revised, the figure for 1938 being reduced 
and those for 1940 and 1941 each being raised by about 10%. The 
figures we then obtain are approximately £5 million in 1938, £65 million 
in 1940 and £170 million in 1941.3 

The figures of direct tax liabilities given in the White Paper include 
the contributions of employees to social insurance as well as income tax 


1 BuLvetTin, Vol. 4, No. 1. 
2 Vol. 4, Nos. 1 and 4. 
3 The earlier estimate of the total yield of income tax from wage earners, in a 


full year at the present rates of tax, based on average earnings in Jul 1941 = 
be revised from £m.180 + 20 to £m.200 + 20. g gs in July 1941, may also 
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payable on interest on the national debt. In order to find the amount o. 
income tax payable on incomes other than wages, these two items have 
to be deducted, since interest on the national debt, appearing as a trans- 
fer payment, is not included in the net national income. The amount of 
imcome tax payable on the national debt interest may be roughly 
estimated by applying the standard rates of tax. We must also deduct 
death duties from the total of direct tax liabilities, since they cannot 
properly be regarded as a tax on current income. The amounts of the 
ae Ne liabilities on non-wage incomes, thus obtained, are shown 
elow. 


Estimates of Direct Tax Liabilities 
(£ million) 


1938 1940 1942 


Total direct tax liabilities ... es bY 564 g8I—s«a,454 
Income tax liabilities on wages__.... ibe 5 65 170 
Employees’ contributions to social insurance 43 45 50 
Tax on national debt interest a) a 60 go 120 
Death duties ... Ax ie ee des go 85 04 
Direct tax liabilities on non-wage incomes 366 696 ~—s 1,020 


3. Since we want to compare incomes directly derived from industry, 
we must exclude payments and allowances to the armed forces which 
are included in the White Paper with wages and which are estimated 
at approximately £250 million in 1940 and £500 million in 1941.2. The 
pay of officers, which is included with salaries, may be ignored as being a 
small proportion of the total. 

Also, in the latest White Paper the estimate of profits in 1938 includes 
£135 million for the writing down of stocks; but this adjustment, as 
Mr. Kalecki has shown,’ is unnecessary and is therefore excluded from 
the figures shown below. The following table shows the results we 
obtain, after the necessary adjustments have been made. 


Estimates of Net Income in 1938, 1940 and 1941 


(£ million) 

938 1940 Fret 

Profits, Interest, Salaries and Rent ae 2,670 3,101 EVER 
Less Direct tax liabilities... es “3 366 696 = 1,020 
Profits, Interests, Salaries and Rent, net ... 2,304 2,405 PAC) 
Wages % pie ‘= 1,700 1027254 Bie2,521 
Less Income tax liabilities ... a ies 5 65 170 
,, Contributions to Social Insurance... | 43 45 50 
Wages, net... as ad ae a T7422 AST 


1 The contributions of employees to social insurance are derived from official 
data, some allowance being made for the contributions of salary earners. 

2 These figures do not include the payments in 1938, which may be neglected. 

3 BULLETIN Vol. 4, No. 7, p_151. 
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After deducting income tax, it appears that wages, in the aggregate, 
increased by 22% between 1938 and 1940 and by 32% between 1938 and 
1941. All other incomes increased by 43% up to 1940 and in 1941 
returned to about the same level as in 1938. 


4. The rise in the cost of living for each of these groups may be 
approximately estimated by the method described in the earlier article. 
The increase has evidently been greater in the case of wage earners, 
partly because the cheaper quality goods have nearly all shown a greater 
increase of price than the better qualities, and partly because non-wage 
earners spend a much larger proportion on services, the prices of which 
have not increased very much compared with most other items. The 
prices used for this calculation are mostly taken from the Ministry of 
Labour Gazette. But a higher index has been used for food prices, as 
suggested elsewhere ;! and the index of clothing prices was reduced in 
the proportion indicated by the results of an enquiry in Bristol.? 


We allowed for the different increases in price of good and cheap 
quality goods by assuming that half the differences shown in the results 
of the Bristol enquiry would roughly correspond to the relative price 
changes of goods bought by the two classes considered. The price indices 
for services and other miscellaneous items were taken from the same 
source. Since drink is also included in these estimates the results need 
not agree with the Ministry of Labour’s index. The increases in the 
cost of living, according to this method, are as follows :— 


1938 to 1940: wage earners 20%, non-wage earners 15%. 
1938 to Ig41: wage earners 33%, non-wage earners 27%. 


These estimates do not include the effects of rationing, which should be 
allowed for when computing changes in real income. It is not possible 
to say exactly how much the cost of living index should be raised on this 
account, but an approximate method® suggests an increase of between 
3% and 6% from 1938 up to 1940, and between 6% and 9% up to 1941. 
It may be assumed that the index numbers for both groups should be 
raised in the same proportion, since, although wage-earners spend a 
larger proportion of their income on rationed goods, the reduction in 
consumption has been greater in the case of non-wage earners ; and 
although unrationed goods are not always within the reach of the wage 
earning class, there has been a very sharp rise in the prices of some of 
these goods. The increases in the cost of living which we obtain, after 
making this adjustment, are as follows :— 


1938 to 1940: wage earners 233—27%, non-wage earners 184—22%. 
1938 to 1941: wage earners 41—45%, non-wage earners 34—-38%. 


Applying these figures to the changes in money income, given above, 
we obtain the following indices showing the changes in real income. 


1 Buttetin, Vol. 4, No. 6, pp. 133—4. 
4 Cf. BULLETIN Vol. 3, No. 14, p. 329. 

The method is based on the indifference curve system, real income bei 
defined as constant if the incomes received at two diwetent dates are biti valent tn 


pita ease An allowance is made for the relative increase in price of unrationed 
goods. 
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We consider here only the changes in aggregate incomes which may 
differ, of course, from the changes in average earnings per head.! 


Index Numbers of Real Income. 
1938 1940 1941 
Wage earners ee Soe eo LOG 99—96 93}—9QI 
Non-wage earners ase? LOO 88—854 75—72 


5. We can now use these results in order to estimate the relative 
burden of the war on the two different groups. It has been suggested 
by Mr. Kalecki that the question ‘ Who pays for the war ?’ may best be 
answered by the following method.? In normal conditions, if there are 
no important shifts between different sections of industry, we should 
expect the real incomes of wage earners and of non-wage earners to vary 
approximately in proportion to changes in the volume of employment, 
measured in man-hours. For the share of wages in the national income 
has been practically constant and we can assume that industry has been 
working under more or less constant returns. We can thus estimate the 
potential real income of each group and if we compare this with the 
actual changes in real income, as estimated above, we obtain some idea 
of the sacrifice imposed by the war. 

Estimates of the increase in the number of persons employed have 
been published in previous numbers of the BULLETIN. The average 
increase in working time may be approximately estimated by comparing 
the average increase in wages, shown by the recent enquiries of the 
Ministry of Labour, with the average increase in wage rates, shown by 
Professor Bowley’s index, on the assumption that overtime rates of pay 
are generally about 50% higher than the normal rates. In this way it is 
found that, since 1938, the volume of employment, measured in man- 
hours, increased about 74% up to 1940 and about 13% up to 1041. 

Comparing this with the changes in real income, estimated above, 
we find that in 1940 wage earners paid 8—11% of their potential real 
income, while non-wage earners paid 18—21%, on account of the war. 
And in 1941 wage earners paid 17—19% of their potential real income 
while non-wage earners paid 34—36%. Although this calculation is 
necessarily approximate in character, it is evident that the proportion 
of the burden falling on wage earners is quite considerable, and amounts 
to roughly half the burden on non-wage earners in each of these years. 

i jnk4 NICHOLSON: 


ADVERTISING IN WAR-TIME 

1. Advertising in War-time. Whatever our attitude may be towards 
advertising in peace time, in these days of war we must look at it from a 
different angle. Some of our most pressing problems, the necessity of 
cutting down civilian consumption as well as the acute paper shortage, 
are closely connected with the question of advertising. Before we try 

1 If we apply the estimates of the changes in the numbers employed, published in 
earlier numbers of the BULLETIN, to the figures given here, it appears that the average 
net income of wage earners increased by 21% between 1938 and 1940 and by 26% 
between 1938 and 1941; and that average real wages fell 1—4% up to 1940 and 
10—13% up to 1941. 

2 BuLieTIn Vol. 4, No. 1, pp. 10—11. 

3 Vol. 3, No. 13, and Vol. 4, No. 3. 
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to look more fully into these points, however, we must attempt to get 
some idea of the trend of advertising since the outbreak of war. 

Since adequate statistics of the amount of press advertising or the 
expenditure on advertising are non-existent, the only way of getting 
some idea of the amount and composition of advertising is to take a 
sample of newspapers and/or magazines and to measure the area devoted 
to display advertising. For the present purpose a very small sample 
had to be taken, because lack of time made a more comprehensive survey 
impossible at the moment. A somewhat superficial examination of 
some other newspapers and magazines indicates however that our figures 
are fairly representative for the general trend of press advertising in the 
first two years of war. 

The method chosen was to take three papers which are fairly widely 
used as media for advertising!, viz. The Times, The Datly Sketch, and one 
weekly, The Radio Times. One day was chosen at random for each of 
the months January to August 1939?, and the amount and types of 
advertising in these eight issues (of each of the papers) was measured 
and added up. Then the amount of advertising on the corresponding 
days in 1940 and 1941 was calculated and tabulated. The “ corres- 
ponding ’ day is however not the same date in the following year, but 
the same week-day in the corresponding month. This method makes 
a comparison of the different years more accurate, since certain types of 
advertisements are usually published on a certain day of the week (e.g. 
book reviews, women’s pages, etc.). 

The advertisements were subdivided into six classes, called—in the 
absence of more adequate terms—‘ Sales, ‘ Financial,’ ‘ Charity,’ 
“Prestige, ‘Propaganda,’ and ‘Savings’ respectively. A _ short 
comment on these headings seems necessary. 

Under ‘Sales’ all advertisements are included which, wholly or 
partly, aim at an immediate increase in sales of the advertised com- 
modity. In peace time this is practically the advertisement. 


The headings ‘Financial’ and ‘Charity’ are self-explanatory. 
These types have been grouped separately, because certain objections 
which can be raised against the continuation of sales advertising in war- 
time do not apply fully to financial advertisements and still less to 
charity appeals. 


_The group ‘ Prestige’ includes all commercial advertisements which 
aim at increasing good-will, without aiming at an increase in sales at the 
present moment. To this group belong not only the advertisements of 
firms which have practically stopped to supply civilian needs, but also 
advertisements of those firms which can now sell quite automatically 
all they can possibly produce. 


1 See P.E.P. Report on the British Press, ch. IV. 
_ > The months September— December were left out in order to cut out war-time 
influences on advertising. (Incidentally this also cuts out the irregularities of Christ- 
mas advertising.) The 1939 figures are therefore truly pre-war figures. How far 
they are representative of average peace-time advertising is difficult to say. Adver- 
tising usually fluctuates in the same direction as business in’general. 1939, with its 
rearmament boom, was a fairly prosperous year. On the other hand, the political 
uncertainties had probably a slightly depressing influence on advertising. If we 


assume that these two factors cancel out, the 1939 figures should not be far from the 
average. 
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In the group ‘ Propaganda’ the advertisements of all ministries and 
other official bodies were counted. It includes information and propa- 
ganda proper. 

Finally, the group ‘ Savings ’ includes all the advertisements published 
by the National Savings Committee. This group was kept separate 
from the previous one for reasons which will become obvious later on. 


Here then are the results of the survey. 
TABLE I 
Display Advertising Space on Eight Selected Days (tc the nearest square inch) 
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TABLE 2 
Percentage of Printing Space devoted to Different types of Display Advertising 
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Radio Times 


TABLE 3 


Percentage of Display Advertising Space devoted to Different Types of Display 
Advertising 
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These tables do not reveal the whole story, however. A further 
classification of some of the groups would reveal some other changes. 
Thus, for instance, holiday advertisements played an important part 
in the ‘ Sales’ group in 1939. By 1941 they had practically disappeared, 
while advertising of patent medicines has remained remarkably steady. 
However, a further classification of this kind was not possible, and 
changes within the groups will have to be left out of account. 


2. Saving vs. Spending. The tables show that the efforts of the 
National Savings Committee in the field of advertising must have 
been greatly hampered by the continued exhortation of the reader to 
buy this and to buy that. When about 60—8o per cent. of the adver- 
tisements ask people to purchase more, while about 2 per cent. tell 
them to save more, we are perhaps expecting too much self-restraint 
even from a patriotic citizen. 

Similar considerations apply to government propaganda. Propa- 
ganda is, of course, of great importance for the war effort. But its 
effects must be considerably reduced by the great mass of commercial 
advertisements which distract the attention of the reader and make him 
* propaganda tired.’ 


3. The Increase in prestige advertising. The most remarkable feature 
is perhaps the great increase in prestige advertising. There are different 
reasons for this increase. One is to be found in the excess profit tax. 
Since most of the excess profits are taken away, it proves advantageous 
to increase costs by additional expenditure on advertising in order to 
secure future advantages. Thus we see not only a shift from the ‘ Sales’ 
group to the ‘ Prestige’ group, but also the entry into the latter group 
of firms which up to now did not use the columns of the daily press at 
all (e.g., B.S.A., Cement Makers’ Federation, etc.) 

Apart from these effects of the E.P.T., prestige advertising will grow 
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as long as firms want to influence their position in the post-war world, 
provided they expect it to possess the same semi-monopolistic structure 
as existed before the war. Moreover, once some firms have started 
this kind of advertising, others will have to follow suit, if they do not 
want to find themselves seriously handicapped. 


Finally, a stimulus to prestige advertising was given by the advertise- 
ments of the advertising agencies and managers. Faced with the 
danger of a decline in advertising owing to war conditions the advertising 
agencies and periodicals started campaigns to bring home to entre- 
preneurs the necessity of keeping one’s name before the eye of the public. 
Prestige advertising is, by the way, not restricted to their customers : 
advertising managers of newspapers and periodicals who are unable to 
place all the advertisements they are asked to print, have themselves 
started prestige advertising on a large scale.1 


The main disadvantage of prestige advertising is that it uses valuable 
paper, for a purpose that is altogether unessential for the war effort. 
A very rough estimate of this waste may be attempted on the following 
lines. According to the census of Production of 1935 the consump- 
tion of newsprint was 1,153,000 tons.? If we assume that the consump- 
tion in 1939 was the same, the present consumption should be about 
1/5th of that amount, i.e. 230,600 tons, since the Paper Control Order 
of November 1941 has restricted the consumption of paper to 21.5 
per cent. of the consumption in the March—May, 1939 period.? If we 
now assume, that about 3 per cent. of this paper is used for prestige ad- 
vertising* we arrive at about 6,900 tons as a rough estimate of the 
paper used per year for prestige advertising. This is considerably more 
than the 5,000 tons allowed for book production per quarter.® 


4. Government Policy.2 We have seen that from three points of view 
a curtailment of ‘ Sales’ and ‘ Prestige’ advertising during war-time 
seems to be desirable: (a) to discourage consumption expenditure, (0) 
to save paper, (c) to increase the effect of home propaganda. But 
government policy has hardly taken into account the specific con- 
sequences of specific kinds of advertising. Most of the Orders affecting 
advertising were only incidental to wider measures controlling the use of 
paper. Thus various orders limited the size of posters, restricted the 
use of advertisement slips and the circulation of advertising matter, etc.7; 
and the serious reduction in the supplies of newsprint had a very re- 
strictive influence on press advertising. 


1 For numerous examples see different copies of the Advertisers’ Weekly. 

2 Quoted by A. L. Bowley in ‘The Paper Shortage,’ BULLETIN, Vol. 3, No. 
1555p340: ; 

: Y oiace this has been written a new Order has prescribed a further cut of 10 per 
cent. to 19.35 per cent. This Order came into force on March 16th, 1942. 

The above figure of 230,600 tons seems to be confirmed by a statement of the 
Minister of Supply in the House of Commons on the 25th April 1942 when he said that 
the recent 10% cut in newsprint was equivalent to a reduction of 26,000 tons of 
shipping space a year. ; ; bee 2 

oO While eats practically no prestige advertisements in a number of scientific 
and cultural periodicals, they form a large proportion in many trade journals and 
Magazines. . 

5 See A. L. Bowley, op. cit., p. 339. ; 

6 Tam indebted to the Editors for several valuable suggestions with regard to 
this section. 

7 See N. H. Leyland, ‘ The Control of Paper,’ BuLLetin, Vol. 3, No. 15. 
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There have, however, been some attempts to restrict advertising in a 
more direct way. Thus the Ministry of Food used its influence to prevent 
the publication of certain patent food advertisements which gave the 
impression that the official rations were insufficient to keep a person 
healthy and free from ‘ nervous troubles.’ This kind of slogan actually 
disappeared from the papers. In November 1941, periodicals obtaining 
paper for the period December—February had to sign a declaration that 
advertising space during that period would not exceed the proportion 
of average advertising space for the twelve months ended on August 
1939.1 At the end of February 1942, the Ministry of Supply came out 
with a scheme rationing advertising space to the following proportions 
(as from March 16th)?: 


Morning and Sunday Newspapers — 40 per cent. 
Evening Papers 45 per cent. 
Weeklies 55 per cent. 


These percentages have to be kept as an average for 24 consecutive 
issues in the case of daily papers and for 13 consecutive issues in the 
case of weeklies. 

Although these percentages are not directly comparable with the 
figures in our table which do not include classified advertisements, it is 
at once obvious that the rations are really upper limits which are very 
rarely reached. They will lead to some reduction in a few extreme 
cases,? but otherwise they will leave the situation unchanged. A leader 
in the Advertisers’ Weekly of February 26th, commenting on the new 
rationing scheme, said that it ‘does not seem to give any cause for com- 
plaint or possibility of hardship.’ 

Thus we see that the present rationing scheme is hardly a very 
effective means for reducing advertising space. Nor is it certain whether 
any wholesale reduction in advertising space is desirable. We have 
argued that government propaganda will help to increase the war effort. 
On the other hand, other types of advertising have exactly the opposite 
effect. It is, therefore, not so much a general reduction that is needed 
but a sort of differential rationing, which would allow a considerable 
amount of home propaganda and saving campaigns, while other adver- 
tisements could either be cut out altogether or reduced to the size of 
classified advertisements, i.e. they would be reduced to a purely in- 
formative function. Prestige advertising in particular could be reduced 
to a minimum by a ruling that, for the present emergency at least 
advertising should not count as a cost but should be paid out of profits. 

Any plan aiming at a reduction of press advertising has however to 
face the fact that in normal times the income from advertising accounts 
for about half of the total revenue of the great newspapers. Some 
alternative source of income would, therefore, have to be found. Here 
are a few tentative remarks in this direction. 

First, we must not forget that not all income from advertising would be 
lost. Classified advertisements would still yield considerable sums and 
government propaganda might be increased. As for the remainder the 

1 Advertiser's Weekly, 27/11/41. 2 ibi 

3 The Advertisers’ Weekly at roe 19th, 1942, reports, See hel ike case 


of a suburban London weekly newspaper carrying 73 per cent. of advertisi 
4 See P.E.P. Report on the British press, p. 74, : i ay 
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newspapers could perhaps be allowed to accept just as many advertise- 
ments as are absolutely necessary to cover their costs and to provide a 
‘standard’ profit. If this should not lead to the desired reduction in 
advertisements, it would be preferable to control advertising directly 
and to secure a financial basis for the newspapers in other ways. 

This could be done either by a direct subsidy to the press or, perhaps 
better, by subsidizing paper and ink, which in normal times used to 
account for about 36 per cent. of the total cost of a great newspaper.? 
There is, of course, much less paper and ink used to-day, but their 
prices have risen to a very considerable degree relative to other costs 
(e.g. wages). 

These schemes are probably not the only ones that can be proposed. 
Nor is there enough paper available to discuss them in more detail here. 
They have been mentioned because the problems involved in advertis- 
ing need some consideration and, if possible, a solution. 

K. W. ROTHSCHILD, Glasgow University. 


DIARY 


SHAKE-UP OF THE REGIONAL ORGANISATION ? 


A fundamental difficulty in the control of war. industry arises out of 
the fact that there are two principles of organisation : the one is division 
according to products or industries and the other division according to 
regions. Both are necessary, because there must be technical specialisa- 
tion and there must be specialisation according to regions; but to 
reconcile the two is not very easy to achieve. Up to now division 
according to products has been the basis of organisation in the supply 
departments. The various supply departments, and, within each of 
them, the various production directorates, are responsible for the pro- 
curement of particular groups of products. Each production directorate 
has set up its own regional representatives. This was the original 
structure of the organisation, and the regional boards are, in a way, 
superimposed on this structure, in order to secure some co-ordination 
between the various regional representatives of production directorates. 
As these Boards, however, had no executive power, and, as it now 
appears’, not even sufficient information as to orders placed in the 
region, progress reports etc., nor the right of access to factories, nor even 
sufficient contact with the regional representatives of production direc- 
torates, they have ‘ failed to be fully effective.’ The drawback of the 
existing arrangement is that many firms have to deal with several 
production directorates, to that e.g .one and the same factory is visited 
by progress officers of various directorates of one or more supply depart- 
ments. Further, as long as regional boards have not executive power, 
all decisions which affect more than one production directorate have to 
be taken centrally instead of in the region. 

The proposal which the Committee on Regional Boards has put forward 
involve the granting of executive power and giving additional functions 
to regional boards. It is recommended that the subdivision of regions 
into districts should be generally adopted. The main proposal is what 

1 Press profits have in most cases increased since the outbreak of war. See 


he Economist, 14/6/41, p. 799. * See P.E.P: Report, pp. 73—74. 
Z 2 eed the eee os the Committee on Regional Boards 1942 Cmd. 6360 
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the Committee calls ‘a proper system of devolution of executive au- 
thority’; that is, the regional representatives of various production 
directorates should be responsible to the regional representative of their 
supply department (Regional Controllers), and these in turn should be 
responsible to a regional representative of the Ministry of Production, 
called the Regional Director of Production. In this way the Regional 
Director of Production, who is also to be Chairman of the regional 
board, would have general direction and control over the work in the 
region. But it must be observed that the regional officers of the various 
Production Directorates, while under the ‘ general direction and control ’ 
of the Regional controller, are to remain still ‘ functionally ’ responsible 
to the headquarters of their own Directorates ; they will thus have a dual 
responsibility. It would appear from the Report that in routine matters 
the regional official would largely remain responsible to his headquarters, 
and that the interference of the Regional Director would be of a sub- 
sidiary character: e.g. he is to settle disputed questions of local alloca- 
tion ; but he is not in charge of allocation generally. He is to examine 
overloaded firms, to re-arrange production, if necessary, and to forbid 
to overloaded firms acceptance of further orders ; but he is not to place - 
orders. He shall, however, have the right to object to and hold up any 
contract placed in the region. This indeed indicates the danger that 
there will be a considerable amount of duplication of work. By far 
the greater danger is that the vague division of authority between Central 
Headquarters and Regional Director, which allocates to the latter the 
role of an interfering, delaying, objecting factor, will work in favour of a 
preservation of the status quo. 

The only safeguard against this would be a clear division of authority 
between Central Headquarters and Regional Directors (or Controllers), 
in which duplication of tasks is as far as possible avoided. Apart from 
this it would be necessary to do away with the excess of specialisation 
which leads to officers of several production directorates and depart- 
ments progressing in one and the same factory. 

The Committee’s Report is doubtless a step in the right direction, 
towards more decentralisation of supply departments, but its recom- 
mendations do not go very far. Moreover, the Government has made 
enough reservations to make it probable that a considerable shake-up 
will not materialise. 


“ MARKING UP’ OF INCREASES IN EXCISE AND DUTIES 

In BULLETIN Vol. 4, No.7, p. 152, it has been assumed for the purpose 
of calculation that the war-time changes in excise and duties have been 
passed to the consumer without being ‘ marked up’ by the retailer. 
It was said in support of this assumption that this was definitely the 
line of Government price control. The last sentence is at least 
formally not quite correct because only goods chargeable with purchase 
tax are subject to Government price control. In some cases, e.g. wines 
and spirits, jt is known that prices increased more than the duties 
although this may have been due to the need of meeting other costs 
rather than to marking-up ; however, because of the smallness of the 
item in question this has little importance for the calculation mentioned. 
The statement on p. 156 of the same BULLETIN, that an increase in 
prices of tobacco in excess of duty had been prohibited, is at least 
formally untrue. 


